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Summary 

Many economists and policy makers believe that the U.S. corporate tax system is in need of 
reform. There is, however, disagreement over why the corporate tax system needs to be reformed, 
and what specific policy measures should be included in a reform. To assist policy makers in 
designing and evaluating corporate tax proposals, this report (1) briefly reviews the current U.S. 
corporate tax system; (2) discusses economic factors that may be considered in the corporate tax 
reform debate; and (3) presents corporate tax reform policy options, including a brief discussion 
of current coiporate tax reform proposals. 

The current U.S. corporate income tax system generally taxes corporate income at a rate of 35%. 
This tax is applied to income earned domestically and abroad, although taxes on certain income 
earned abroad can be deferred indefinitely if that income remains overseas. The U.S. coiporate 
tax system also contains a number of deductions, exemptions, deferrals, and tax credits, often 
referred to as “tax expenditures.” Collectively, these provisions reduce the effective tax rate paid 
by many U.S. corporations below the 35% statutory rate. In 2014, the sum of all corporate tax 
expenditures was $154.4 billion. 

The significance of the corporate tax as a federal revenue source has declined over time. At its 
post-WWII peak in 1952, the corporate tax generated 32.1% of all federal tax revenue. In 2013, 
the corporate tax accounted for 9.9% of federal tax revenue. The decline in coiporate revenues is 
a combination of decreasing effective tax rates, an increasing fraction of business activity that is 
being carried out by pass-through entities (particularly partnerships and S corporations, which are 
not subject to the corporate tax), and a decline in coiporate sector profitability. 

A particular aspect of the corporate tax system that receives substantial attention is the 35% 
statutory corporate tax rate. Although the United States has the world’s highest statutory corporate 
tax rate, the U.S. effective coiporate tax rate is similar to the Organization for Economic Co- 
operation and Development (OECD) average. Further, the United States collects less in corporate 
tax revenue relative to Gross Domestic Production (GDP) (2.3% in 201 1) than the average of 
other OECD countries (3.0% in 2011). 

This report discusses a number of economic considerations that may be made while evaluating 
various corporate tax reform proposals. These might include analyses of the likely effect on 
households of certain reforms (also known as incidence analysis). Policy makers might also want 
to consider how certain corporate tax provisions contribute to the allocation of economic 
resources, choosing policies that promote an efficient use of resources. Other goals of corporate 
tax reform may include designing a system that is simple to comply with and administer, while 
also promoting competitiveness of U.S. corporations. 

Commonly discussed corporate tax reforms include policies that would broaden the tax base (i.e., 
eliminate tax expenditures) to finance reduced corporate tax rates. Concerns that the U.S. 
corporate tax system inefficiently imposes a “double tax” on corporate income have led some to 
consider an integration of the corporate and individual tax systems. The treatment of pass-through 
income — business income not earned by C corporations — has also received considerable attention 
in tax reform debates. How the United States taxes income earned abroad, and the possibility of 
moving to a territorial tax system, have emerged as important issues. 
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T he corporate income tax system has been a focus of many recent debates about tax reform 
and the economy. Many economists and policy makers argue that reform of the corporate 
income tax system is needed, although a variety of rationales on why and how have been 
offered. Some argue that a simpler system with lower tax rates is necessary to encourage 
domestic investment, employment, and economic growth. Others argue that reform is needed to 
close loopholes and restrict access to tax havens, both of which are seen by some to allow 
corporations to avoid taxes too easily. A number of others have advocated for corporate tax 
reform on the basis that the current system puts American corporations at a disadvantage when 
compared with foreign competitors. Many believe it is a combination of these arguments that 
justify reforming the corporate tax system. 

This report presents information and research on the corporate tax to help policy makers 
understand and evaluate arguments presented in the tax reform debate. Many of the topics and 
ideas discussed here are analyzed in greater detail in the other CRS reports and academic research 
referenced throughout. This report first reviews the structure of the corporate income tax. Data on 
which companies pay the corporate tax, corporate tax revenue, and how the U.S. system 
compares to the rest of the world are then presented and analyzed. Next, the economic effects of 
the corporate tax are reviewed — including a discussion of the purpose of the corporate tax, who 
bears the burden of the tax, and how to evaluate alternative coiporate tax systems. The report then 
reviews broad reform options and concludes with a comparison of specific proposals that have 
been offered. 



Structure of the Corporate Income Tax 

The corporate income tax generally only applies to C corporations (also known as regular 
corporations). These corporations — named for Subchapter C of the Internal Revenue Code (IRC), 
which details their tax treatment — are generally treated as taxable entities separate from their 
shareholders . 1 That is, corporate income is taxed once at the corporate level according to the 
corporate income tax system. When corporate dividend payments are made or capital gains are 
realized income is taxed again at the individual-shareholder level according to the individual tax 
system. This treatment leads to the so-called “double taxation” of corporate profits. In contrast, 
non-corporate businesses, including S corporations 2 and partnerships , 3 pass their income through 
to owners who pay taxes. Collectively, these non-corporate business entities are referred to as 



1 For more information, see CRS Report R43104, A Brief 0\>er\>iew of Business Types and Their Tax Treatment, by 
Mark P. Keightley. 

2 An S corporation is a closely held corporation that elects to be treated as a pass-through entity for tax purposes. S 
corporations are named for Subchapter S of the IRC, which details their tax treatment. By electing S corporation status, 
a business is able to combine many of the legal and business advantages of a C corporation with the tax advantages of a 
partnership. For more information, see CRS Report R43 104, A Brief Overview of Business Types and Their Tax 
Treatment, by Mark P. Keightley. 

3 A partnership is a joint venture consisting of at least two partners organized to operate a trade or business with each 
partner sharing profits, losses, deductions, credits, and the like. A partner is an investor in such an entity and may be an 
individual, a trust, a partnership, a corporation, another entity (such as a limited liability company), or a broker that is 
holding the ownership interest of an unnamed partner. Partnerships are established under the individual laws of each 
state, although their tax treatment at the federal level is determined by the Internal Revenue Code (IRC). The most 
common partnerships include general partnerships, limited liability partnerships, limited partnerships, publicly traded 
partnerships, and electing large partnerships. For more information, see CRS Report R43 104, A Brief Overview of 
Business Types and Their Tax Treatment, by Mark P. Keightley. 
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pass-throughs. For these types of entities, business income is taxed only once, at individual 
income tax rates. 

The corporate income tax is designed as a tax on corporate profits (also known as net income). 
Broadly defined, corporate profit is total income minus the cost associated with generating that 
income. 4 Business expenses that may be deducted from income include employee compensation; 
the decline in value of machines, equipment, and structures (i.e., deprecation); general supplies 
and materials; advertising; and interest payments. The corporate income tax also allows for a 
number of other special deductions, credits, and tax preferences. Oftentimes, these provisions are 
intended to promote particular policy goals, as deductions reduce taxes paid by corporations. 

A corporation’s tax liability can be calculated as: 

Taxes = [(Total Income - Expenses)(l -p) x/]- Tax Credits, 

where t is the statutory tax rate and p is the Section 199 production activities deduction. The 
Section 199 deduction, which is discussed in “Corporate Tax Expenditures” section, effectively 
lowers the coiporate tax rate for those corporations engaged in domestic manufacturing 
activities. 5 

The corporate tax system becomes increasingly complex as the details of specific provisions are 
examined. The following sections discuss some of the more fundamental features of the tax 
system. 



Corporate Tax Rates 

Most corporate income is subject to a 35% statutory tax rate. To generate this flat rate, which 
applies to the largest businesses, income is taxed at rates that vary from 15% on the first $50,000 
of income to 35% on income over $18, 333, 333. 6 This rate structure benefits smaller coiporations, 
encouraging some small firms to incorporate to take advantage of scenarios where paying 
corporate taxes is less costly than paying according to the individual tax system. 7 

The corporate tax rate increases above 35% for two income brackets. Corporations with taxable 
income between $100,000 and $335,000 are subject to a 39% tax rate, and corporations with 
income between $15,000,000 and $18,333,333 are subject to a 38% tax rate. These “bubble” 
brackets increase the effective tax rate for higher-income corporations by offsetting any tax 
savings they would realize from having the first $75,000 in income taxed at lower rates. 



4 The primary components of business income are revenues generated from the sale of goods and services. Other 
income sources include investment income, royalties, rents, and capital gains. 

5 For more information on the production activities deduction, see CRS Report R41988, The Section 199 Production 
Activities Deduction: Background and Analysis, by Molly F. Sherlock. 

6 Corporations providing services in the fields of health care, law, engineering, architecture, accounting, actuarial 
science, the performing arts, and consulting are taxed at a fixed rate of 35%, regardless of their amount of taxable 
income. Internal Revenue Code (IRC) §1 1(b)(2) denies personal service corporations the benefits of corporate 
graduated rates. 

7 For more information on benefits for small businesses in the corporate tax system, see CRS Report RL32254, Small 
Business Tax Benefits: Current Law and Main Arguments For and Against Them, by Gary Guenther. 
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One of the main points of contention in the debate over the corporate tax is that the 35% tax rate 
is too high. This rate is the statutory federal tax rate, defined as the legally imposed rate on 
taxable income. But this rate alone does not determine how much corporations pay in taxes. 
Because of a number of business tax benefits (deductions, credits, exemptions, etc.) in the 
corporate tax system, the effective (or actual) tax rate paid by corporations is typically less than 
the statutory rate. These tax benefits, known as tax expenditures, are discussed in the next section. 

It is also important to understand that effective tax rates can vary substantially among U.S. 
corporations and across coiporations in the same industry. For example, some corporations rely 
more on debt financing, which is treated more favorably than equity financing in the tax code. 
Those corporations that rely on tax-preferred financing reduce their effective tax rate relative to 
those who do not. Some corporations and industries rely more on certain physical assets that can 
be depreciated (“written-off’) more quickly than investments made by companies in others 
industries, which again leads to differing effective tax rates. Other coiporations and industries 
have more extensive overseas operations, which may affect their effective U.S. tax rate. 



Corporate Tax Expenditures 

The corporate tax system contains a variety of incentives designed to encourage certain types of 
behaviors and assist certain businesses. These incentives are formally known as corporate tax 
expenditures and include special credits, deductions, exemptions, exclusions, and tax rates that 
result in revenue loss for the federal government. 8 Some of the largest coiporate tax expenditures 
include the domestic production activities deduction (Section 1 99 deduction) and the deferral of 
income earned abroad. Tax expenditures are not exclusive to the coiporate tax system. In fact, 
individual tax expenditures result in nearly eight times the revenue loss to the federal government 
(see Figure 1) relative to corporate tax expenditures. 



8 The Budget Control Act of 1974 (P.L. 93-344) officially defines a tax expenditure as “revenue losses attributable to 
provisions of the Federal tax laws which allow a special exclusion, exemption, or deduction from gross income or 
which provide a special credit, a preferential rate of tax, or a deferral of tax liability.” The Joint Committee on Taxation 
(JCT) produces an estimate of the all individual and corporate tax expenditures each year. The latest tax expenditure 
estimates are available at http://www.jct.gov/. 
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